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EXECUTIVE SUMMARY

RURAL DEVELOPMENT
LENDER SERVICING OF BUSINESS AND INDUSTRY
GUARANTEED LOANS - STATE OF ARIZONA
LENDER B

AUDIT REPORT NO. 34601-4-SF

This report presents the results of our audit of
RESULTS IN BRIEF a lender's servicing and administration of
Business and Industry (B&l) guaranteed loans

that were active in fiscal years 1997 through
2001. We performed this review as part of a nationwide review of lender
servicing actions. We selected the State of Arizona for review based on
the number of guaranteed loans outstanding and the dollar value of those
loans. We reviewed the lender servicing of loans we judgmentally
selected from an analysis of the borrower loan files and we identified this
lender as lender B. The borrower was delinquent on two guaranteed
loans totaling $2.7 million that were used to construct a hotel within an
Indian reservation. Rural Development staff also raised concerns about
this borrower.

Under the B&I loan program, Rural Development guarantees loans made
by private lenders to improve private business and employment in rural
communities. The objectives of our audit were to determine if (1) the
lender properly serviced B&l guaranteed loans by monitoring collateral
and timely submitting required documents to Rural Development; and (2)
the loan proceeds were used as specified in the loan agreements.
Although, the loans were used to construct the hotel, we found the plans
and specifications for the hotel were not followed and the lender did not
service the loan properly.

Based on evidence we obtained, we concluded that the hotel constructed
with the $2.7 million in guaranteed loan funds would never be certified as
safe for occupancy and in all likelihood would have to be torn down. We
concluded that the lender was negligent in servicing the loan.

= The lender did not stop funding construction even though it was aware
that the building contractor deviated from the original contract plans
and that those deviations seriously compromised the building’s entire
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structural system. Because of the significance of the deviations, the
architect on the project resigned after only 5 months into construction.
In a field report to the lender, the structural engineer recommended
that “the building not be inhabited until the entire structural system is
corrected per contract documents.” We were unable to find evidence
that any correction was approved. The architect himself informed the
borrower and the lender that the structural deviations from the design
were too radical and that he had to “disassociate [himself] from any
alternated remedy.” After construction was complete, a contract
engineer informed the borrower there was “no way to undo the
damage” that was done and recommended that the borrower “raze the
existing structure and start over.” Although the hotel currently has
about a 44 percent occupancy rate, we concluded from conversations
with the architect that the building should be considered unsafe.

= The lender did not contract with a private inspection company to
perform critical building inspections after it was determined that neither
the county building authority nor the Indian reservation building
department would accept jurisdiction over the project. Throughout the
project, the lender continued to believe a certificate of occupancy
would be issued validating the building, but it never acknowledged the
fact that only governmental entities can issue a certificate of
occupancy and only after all building inspections have been performed.
As a result, neither the lender, borrower, architect, engineer, nor
contractor can assure Rural Development that the building is built to
plans and specifications and meets all Federal, State, and local
building codes. No certificate of occupancy has been or likely to be
issued for this building.

= The lender did not require the contractor or subcontractors to provide
payment and performance bonds as required by the loan note
agreements.  Without such bonds, both the lender and Rural
Development were placed in a vulnerable position in case of default by
the contractors involved. As a result, the lender was unable to receive
any compensation from the contractor’'s bonding companies after it
was determined the contractor had breached its contract.

Our audit results indicate that the lender did not properly service this
guaranteed loan and did not obtain and submit required documents to
Rural Development. In our opinion, Rural Development should rescind the
loan note guarantee issued to the lender. Rural Development should
consult with the Office of the General Counsel prior to any actions taken
against the loan note guarantee and lender.
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KEY RECOMMENDATIONS

AGENCY RESPONSE

In consultation with the Office of the General
Counsel, rescind the loan note guarantee to
the lender to eliminate any future loss claims
by the lender against Rural Development.

In its written response to the draft report,
dated August 2, 2001, the Arizona Rural
Development concurred with the key
recommendation to rescind the loan note

guarantee to eliminate any future loss claims by the lender. Rural
Development also stated they will discuss with the National Servicing
Division the steps to be taken to begin this process

OIG POSITION

guarantee.

To reach management decision for this
recommendation we need a copy of the
correspondence notifying the lender that Rural
Development is rescinding the loan note

USDA/OIG-A/34601-4-SF
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INTRODUCTION

The Rural Business-Cooperative Service, an

BACKGROUND agency within the U. S. Department of
Agriculture  (USDA) Rural Development

mission area, operates loan programs that are
intended to assist in the business development of the Nation’s rural areas
and the employment of rural residents. To achieve this mission, the
agency guarantees B&l loans made by a private lender. A private lender
provides the loan to the borrower as long as Rural Development
guarantees a partial repayment of such loans. The private lender has the
primary responsibility for loan servicing and protecting the collateral while
the Rural Development is responsible for ensuring that loan servicing is
properly accomplished by the lender.

The Government's guarantee authority is not intended to be used for
marginal or substandard loans or for the relief of lenders having such
loans. These loans are made primarily to finance sound business projects
that create or retain jobs in rural areas.

Guarantees are provided on loans made by traditional lenders, such as
commercial banks, and to a lesser extent, on loans made by entities using
investment capital for lending. Rural Development provides the following
guarantees: 80 percent on loans of $5 million or less, 70 percent on loans
between $5 million and $10 million, and 60 percent on loans more than
$10 million.

Regulations provide that lenders are responsible for servicing the entire
loan and for taking all servicing actions that a prudent lender would
perform in servicing its own portfolio of loans that are not guaranteed.
Lenders are responsible for notifying Rural Development officials of any
violations of lenders’ loan agreements. The guarantee is unenforceable
by the lender to the extent any loss is occasioned by violation of usury
laws, use of loan funds for unauthorized purposes, negligent servicing, or
failure to obtain the required security interest regardless of the time at
which the Agency acquires knowledge of these actions.

This responsibility of the lender includes, but is not limited to, the
collecting of payments, obtaining compliance with the covenants and
provisions in the loan agreement, obtaining and analyzing financial
statements, checking on payment of taxes and insurance premiums, and
maintaining liens on collateral. All lenders obtaining a B&l loan guarantee
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are responsible for obtaining valid evidence of debt and collateral in
accordance with sound lending practices.

Our review of the borrower’s case file determined the original appraisal,
dated March 7, 1997, estimated the value of the proposed building, a
hotel, at $3.2 million. The lender requested another appraisal to be
performed, prior to loan liquidation, to meet the specific requirements of
Rural Development instructions. The value of this appraisal, dated June
15, 1999, was $2.66 million, for the hotel “as is,” and a liquidation value of
$2.13 million. Construction deviations, architectural and engineering
inspections, and the location of the hotel were documented as reasons for
the reduction in the value.

The lender later requested and received an updated appraisal, dated
October 5, 2000, and forwarded this appraisal to Rural Development. This
appraisal valued the hotel at $1.69 million.

In the latest appraisal, the appraiser noted the marketable title of this
property was in question due to the location of the hotel within the Indian
reservation boundaries. The appraisal also made the following
assumptions about the hotel:

e The hotel is in full compliance with all applicable Federal, State,
and local regulations; and

e All required licenses, consents or other legislative or administrative
authority form any local, State, or national government have been
obtained.

In addition, the appraiser noted all inspections of the hotel were casual
and that the structures were not checked for building code violations. The
appraiser remarked that appraisal values generally assume that all
buildings meet applicable building codes, unless so stated in the report.

Our objectives were to determine if: (1) the
OBJECTIVES lender properly serviced B&l guaranteed loans
by monitoring collateral and submitting

required documents to Rural Development
timely, and (2) the loan proceeds were used as specified in the loan
agreements.
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We reviewed B&l loan note guarantees issued
SCOPE by the Rural Development Arizona State office
during fiscal years 1996 through 1999. We

selected the State of Arizona for review based
on the number of guaranteed loans outstanding and the dollar value of
those loans. As of November 1, 2000, the Rural Development Arizona
State office had issued 42 loan note guarantees to 33 different borrowers
involving 9 lending institutions. The State office has issued guarantees on
loans totaling over $57 million.

The audit control point (ACP) judgmentally selected for review 7 of 33
borrowers who received loan note guarantees. This borrower was
selected because he was delinquent on two guaranteed loans totaling
$2.7 million, and because the Rural Development staff voiced concerns
about him. Rural Development guaranteed 90 percent1 of a $2,050,000
loan to the borrower, closed on August 13, 1997, and 80 percent of a
$650,000 loan, closed on August 24, 1998. Rural Development’s total
guaranteed amount for this borrower was $2,365,000. Our scope covered
servicing actions from fiscal years 1997 through 2001 for the
aforementioned loans. We elected to review the servicing actions of two
lenders in Arizona. We reviewed the lender servicing of the loans we
judgmentally selected from an analysis of the borrower loan files and we
identified this lender as lender B. The review of the second lender will be
reported under audit number 34601-2-SF. We performed our audit
fieldwork from November 2000 through March 2001.

The audit was conducted in accordance with generally accepted
government auditing standards.

To accomplish the overall objectives of the
METHODOLOGY audit, we performed the following procedures:

At the Rural Development Arizona State office, we (1) interviewed State
office personnel to understand the loan note guarantee program, (2)
reviewed and obtained borrower case files, and (3) selected the lenders
and borrowers to be reviewed for this audit.

At the lender’s offices, we interviewed lender personnel to determine their
understanding of the loan program and their responsibilities for servicing,
and we reviewed the borrower’s files to ensure compliance with guarantee

! A guarantee of up to 90 percent can be provided on a loan of $10 million or less if Rural Development’s
administrator approves the higher percentage.
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conditions.

We visited the site and interviewed the borrower to verify the existence of
collateral pledged to secure the loan and to determine if the borrower had
any concerns regarding the servicing of the loan.

We interviewed the architect of record, the lender’s construction control
agent, and county building authority staff to obtain and determine specific
information relating to the construction of the project.
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FINDING AND RECOMMENDATION

NEGLIGENT SERVICING BY THE LENDER RESULTED

CHAPTER 1 IN STRUCTURALLY FLAWED BUILDING
The lender did not service the loan in
FINDING NO. 1 accordance with the conditions set forth in the

loan agreements. Specifically, the lender did

not ensure that (a) the contractor built the
structure in accordance with the approved plans, (b) the required building
inspections were completed, and (c) the contractor obtained the required
payment and performance bonds. Lender representatives made
assumptions about the extent of oversight that was being provided over
the construction of the building and were not aware of certain
requirements of the loan. The resulting building was considered
structurally unsafe by the original architect and structural engineer.

Regulations’ state:

The lender is responsible for servicing the entire loan and for
taking all servicing actions that a prudent lender would
perform in servicing its own portfolio of loans that are not
guaranteed. The loan note guarantee is unenforceable by
the lender to the extent any loss is occasioned by violation of
usury laws, use of loan funds for unauthorized purposes,
negligent servicing, or failure to obtain the required
security interest regardless of the time at which the Agency
acquires knowledge of the foregoing. [emphasis added]

In February 1996, the borrower contracted with an architect to deS|gn and
plan a 2-story, 75-unit hotel to be located on fee simple land® within an
Indian reservation. The 4.5-acre plot of land was titled in the county
assessor’s office and was designated for the construction of the project.
In April 1996, a feasibility study was conducted and the value of the
project was estimated at about $3.14 million. The project was considered

27 CFR Chapter XLII (1-1-98 Edition), Subpart B, 4287.107 — Routine Servicing.
® The borrower hgd title (privgtelv-owned) to the 4.5-gcre pgrcel of Ignd within the reservgtion bounda_ries.
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needed and economically feasible for the area. In March 1997, a proposed
project appraisal was provided to the lender establishing the value of the
project at $3.2 million.

The lender contacted Rural Development to determine if guaranteed
monies were available to ensure that the loan could be made. A Rural
Development loan note guarantee would guarantee payment of a certain
percentage of the entire loan in case the borrower defaulted. Rural
Development approved a loan note guarantee for this project subject to
the terms set forth in the lender’s construction loan agreement, and Rural
Development’s loan note guarantee and conditional commitment.

Deviations from_construction plans resulted in a2 _structurally ! buildi

Engineering reports and documents that we obtained disclosed that the
contractor deviated from the approved architectural plans and that these
deviations structurally compromised the building. The structural engineer
stated that the building should not be occupied until the construction flaws
were corrected. The architect deemed the building to be unsafe and
stated that the building had severe construction flaws that would
jeopardize the longevity of the structure. Because the hotel continues to
be occupied, the Government may be at risk for any future liabilities
assessed.

We determined the lender did not approve the construction changes and
did not ensure that any contractor deviations from the approved plans and
specifications were remedied prior to further construction. The lender
relied on the borrower and the borrower’s architect to ensure that the
building was constructed in accordance with the approved plans.

Regulations4 state that

the loan note guarantee will not be issued until the lender
certifies to the following:...all development has been or will
be substantially completed in accordance with plans and
specifications [and] conforms with applicable federal, state,
and local codes..; [and] all other requirements of the
conditional commitment have been met.

The lender’s construction loan note agreement5 requires that (1) the
lender initial off on any additions or changes made by the contractor to the

*7CFR Chapter XLII (1-1-98 Edition), 4279.181 (a-0)
° The Construction Loan Agreement between the lender a_nd borrower dgted August 13, 1997, sets forth conditions of
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plans and specifications approved by the architect, (2) all work be
completed in compliance with plans and specification, and (3) the
contractor promptly correct any defect in the improvements, or any
departure from the plans and specifications not approved by the lender.

On August 15, 1997, the contractor was given notice by the borrower to
proceed with the construction of the project. The architect’'s agreement
with the borrower was to spot-check the work of the contractor to ensure
that the work was being completed in accordance with the architect’s
plans and specifications.

During the second field inspection, completed on October 21, 1997, the
architect observed framing deviations® from the original plans. The
architect questioned the contractor about the modification. The contractor
responded that he “spoke to the engineer and it was approved.” On
October 23, 1997, the architect questioned the structural engineer whether
this change had been approved. The engineer stated he was not
informed of the change and requested the building truss’ calculations from
the architect to ensure the structural integrity of the building.

On November 5, 1997, the architect asked the contractor for the current
layout of the trusses to compare their current position with their location on
the original plans and specifications. We determined the contractor never
sent a legible copy of the truss plans and calculations to the engineer until
the architect requested them to do so on December 2, 1997. A November
21, 1997, field inspection report, prepared by the architect and submitted
to the lender, disclosed that the “floor framing [was] not installed per
structural plans.”

On December 9, 1997, the architect made another visit to the construction
site with the structural engineer and made the following observation:

Building structural system has not been installed per plans.
Structural engineer has serious concerns regarding
structural integrity... Construction is not in conformance with
contract documents provided by structural engineer.

The structural engineer believed the deviations were severe enough to
forward a field report to the lender describing the conditions noted at the
site. The field alert identified 14 separate instances in which the contractor

the loan that the borrower and lender are to follow. The conditions in this agreement and all other related documents
were to be adhered to.

Unapproved framing deviations and rotation of the floor framing relative to the supporting structure.

"A rigid framework designed to suEQort a structure.
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deviated from the original plans and specifications and/or substituted
approved materials. The report, dated December 9, 1997, states:

The overall structural system and lateral system has been
and it is recommended that the

building not be inhabited until the entire structural system is

constructed per contract documents. [original emphasis]

On or about December 11, 1997, the contractor hired a separate engineer
to inspect the building and recommend structural fixes to ensure the
integrity of the building. A fax transmittal on December 22, 1997, from the
contractor to the engineer, states:

After your report is complete, we will prepare a change order
for [the borrower] to sign, indicating his acceptance of the
changes to the project. This will also have to be acceptable
to [the architect].

The lender was also sent a copy of this transmittal. In a letter dated
January 12, 1998, the architect informed the borrower that the changes
would not be acceptable. A copy of this letter was also sent to the lender.
In the letter, the architect states:

Neither we nor our consulting engineers are prepared to
offer an opinion as to whether the proposal of [the
contractor’s engineer] is appropriate or adequate. As the
architect of record...we must insist on strict performance of
the original contract documents.... Under other
circumstances, we might be able to be somewhat more
flexible. Here, however, where the deviations represented
such a radical departure from the original contract drawings,
we have to disassociate ourselves from any alternated
remedy, however well intended and conceived.

Because the architect left the project in January, he completed only 3 of 8
monthly inspections required in his contract with the borrower. No other
inspections of the building were conducted after the December field visits.

A letter from the funds control agent to the borrower, dated March 12,
1998, stated that “the bank reviewed the failure to maintain a responsible
architect on the project during construction and [found] that this was a
major contributor to the problems you are currently experiencing.” When
we sent the lender a list of the conditions we noted,8 the lender indicated,

iellc provided the lender a written conditions stgtement gt the prelimina_rv exit conference. The conditions were not
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in a written response dated April 5, 2001, that it “required,” “anticipated,”
and “relied” on the architect to provide inspections during the construction
and provide the lender with a certificate of occupancy at the conclusion of
construction.

The architect’s consulting engineer completed a report on September 14,
1998 (see Exhibit B), subsequent to the completion of the structure, and
noted 44 deficiencies that affected the structural integrity of the building.
These deficiencies resulted from the contractor's deviations from the
original plans and specifications. The engineer indicated that these
deficiencies “must be repaired to improve the structural integrity of the
building as intended by our original structural design and drawings.” To
support the assertion that deviations had occurred, the engineer referred
in his report to an affidavit from a subcontractor that stated, “throughout
the building, support footing for beam supports were all deleted.”

The borrower hired a second engineering firm to evaluate the significance
of plan changes and the quality of construction of the building, and in a
report dated September 28, 1999, the engineer concurred with the
findings of fact noted in the September 14, 1998 report. In addition, the
engineer concluded that:

The only way to achieve the quality facility represented by
the construction documents would be to raze the existing
structure and start over.

Figure 1 — Hotel as of 2/13/2001 OIG Photo

to be considered by the lender all-inclusive, but a guideline to facilitate the lender’'s written response to OIG

concerning the findings noted. OIG presented the lender the conditions stgtement on March 21i 2001, viaﬁcsimile.
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The lender is responsible to approve, in writing, any deviations from the
original plans and specifications. To facilitate the completion of the
structure, the lender hired a construction fund control agency to act as its
representative. A key control of the agency and lender was to initial off
on any additions or changes made by the contractor to the plans and
specifications approved by the architect. This control would ensure that
the construction was completed in accordance with program rules and
regulations.

We noted from discussions with the architect that the fund control agency
was aware of the problems associated with the structural system of the
building. The lender was provided copies of monthly inspection reports
issued by the architect and copies of field alerts from the structural
engineer that identified the deviations made to the structure of the
building. We were unable to find any correspondence from the lender to
the construction company, funds control agency, or architect to cease
construction until corrections were made for the deficiencies noted. The
construction of the building continued, which further complicated the ability
to correct the problems associated with the integrity of the structure.

In its written response to our conditions statement, the lender noted it
became aware of the deviations from the architect. The lender stated that
it arranged for a separate engineering firm to evaluate the situation and to
provide remedies for deficiencies noted. The lender indicated construction
funds were not disbursed until the repairs were completed and until it had
received assurances from the engineering firm that all structural problems
had been remedied. However, we could find no documentation that any
eng_]ineering_; firm and/or architect of record offered assurances that all the
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deviations and deficiencies were remedied.

The lender did not approve all deviations or attempt to ensure corrections
of the deficiencies as soon as they were brought to its attention. We
believe the lender was negligent in servicing this loan because it failed to
provide the necessary oversight during construction and did not stop the
construction of the building as soon as the structural integrity of the
building was questioned.

Lender did not ire building i i Juri :

The lender did not ensure that the required building inspections were
completed during the construction of the project. The lender relied on
architectural inspections and did not follow up with the local building
authorities after it discovered some confusion over jurisdiction. As a
result, the lender was unable to obtain the required building certifications
ensuring that the structure was built according to the plans and
specifications and in accordance with the local building code.

Rural Development's conditional commitment® states:

The lender will monitor the progress of construction and
undertake the reviews and inspections necessary to ensure
that construction conforms with applicable Federal, State,
and local code requirements

This includes providing Rural Development with the "Lender's
Certifications" as outlined in Rural Development instructions.

"10 states:

The lender's "Standard Construction Loan Requirements
Prior to final disbursement...a certificate of occupancy [will
be] issued by the appropriate governmental authority, [and a]
Certificate of Completion executed and acknowledged...

In addition, the construction loan agreement11 states:
Lender shall furnish to Rural Development a certification by

an engineer, architect, or other qualified inspector that the
construction has complied and will continue to comply with

¥ Exhibit A of the conditional commitment dated March 10, 1997.

' Addendum to the closing letter signed by the lender and borrower dated August 13, 1997.

" Lender’s Construction Loan Agreement dated August 13, 1997 and the lender’s Standard Construction Loan
Reqguirements atﬁched to the closing letter signed by the lender a_nd borrower.
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all applicable statutes, ordinances, codes, regulations, and
similar requirements.

A certificate of occupancy would verify that the structure was built in
accordance with Federal, State and local building codes and that the
building was safe for occupancy. However, prior to the start of
construction, there was confusion over which governmental entity, if any,
had jurisdiction over the land. The county building authority determined
the land was not under county jurisdiction because the building was
located within the Indian reservation.

The lender told Rural Development that it had hired its own building
inspector. We noted that Rural Development officials were under the
assumption that this “inspector” would be onsite to verify the work as it
was completed. Rural Development officials were surprised to find out the
“‘inspector” was actually a funds control agent and was responsible for
verifying the percentage of work completed and authorizing release of
payments to contractors. We received documentation from the “inspector”
describing his duties and determined at no time was he hired to verify that
the construction met with approved plans and specifications or that the
building was built to applicable building codes.

Instead of contracting with an inspection company, the lender elected to
rely on inspections completed by the architect to ensure the building was
constructed in accordance with applicable building codes. We noted,
however, that the architect’s contract with borrower required the architect
to provide “construction administration” only. “Construction
administration,” as defined by the contract, consisted of monthly
inspections the architect was to perform to make himself generally familiar
with the progress and quality of the work and to determine in general if the
work when completed would be in accordance with the contract
documents. We concluded this was not adequate for the magnitude of the
project and would not adequately ensure compliance with all building
codes.

The architect disassociated himself from the project in January 19982
because of the substantial and radical deviations from the original plans.
No further architectural inspections occurred from January 1998, to the
end of the project, when the hotel opened on September 9, 1998.

A lender’s interoffice memorandum dated July 21, 1998, and addressed to
the senior loan committee, requested the additional $650,000 to complete
the project. The memorandum explained the reasons for the cost

2 |n a letter dgted Januarx 12, 1998, to the borrower. A copy was sent to the lender.
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overruns, stating “there has been a great deal of reliance on architectural
inspections.... The failure of the architect to notice and approve or reject
major design change has added to the delays in construction and
increased costs." As noted above, the architect stopped performing
inspections in January 1998. Furthermore, the conditions of the loan
place the responsibility on the lender to approve all contract document
change orders and to ensure the project is built in accordance with plans
and specifications.

The architect noticed the structural deviations in the building during an
October 1997 inspection. In a November 21, 1997 report, the architect
noted that the "floor framing [was] not installed per structural plans." The
structural engineers filed a “Field Alert,” dated December 9, 1997, stating
the “...structural system...has been severely compromised and it is
recommended that the building not be inhabited...” The lender, through
its funds control agent, received a copy of the alert and became aware of
the problems associated with the project. However, the lender failed to
act on the conditions.

In addition, we noted that the borrower, preparing for litigation, contracted
with a separate engineer to evaluate the construction modifications and
structural performance and make recommendations. A report was
presented to the borrower on September 28, 1999. This report states:

The first ‘error in judgment' was to proceed without a building
permit....You [the borrower] were left without proper (and
desirable) review and inspection services to which you would
normally have been entitled. Contractors often resent the
inconvenience of having to schedule inspections with the
Building Authority.... The "permit process" serves to protect
the owner as well as the public, and the inspections
performed by the Building Department are to assure that
critical portions of the work are performed in strict
accordance with the permit drawings.

The engineer reached the following conclusion in his report:

In my opinion, there is no way to "undo” the damage which
has resulted from the myriad [of] modifications and
substitutions ...implemented in lieu of the detailing and
specifications indicated on the contract drawings. The only
way to achieve the quality facility represented by the
construction documents would be to raze the existing
structure and start over.
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None of the principals involved — not the lender, borrower, architect, nor
engineer - can assure Rural Development or the public of the safety of the
current building. The lender appeared to rely on assumptions that
“someone” would inspect, review, approve, and sign-off on the project at
the completion of the building. Because the lender failed to obtain the
required inspections during the construction process, it was subsequently
unable to obtain a certificate of occupancy from the appropriate
government entity or a certificate of substantial completion from the
architect.

We concluded the lender was negligent in its servicing because it failed to
ensure that the required inspections were obtained; it was and still is
unable to certify that the project was built to contract documents and in
accordance with the applicable building codes. Nevertheless, the lender
certified"® to Rural Development that the inspections were completed and
that the project met all plans and specifications. On August 19, 1998, the
lender certified that

...all development will be substantially completed in
accordance with plans and specifications and will conform
with applicable Federal, State, and local codes. There have
been some deviations from the original plans and
specifications, however, those are being remedied,
inspected, and will be signed off by the architect and
engineer prior to final disbursement.

In the lender's written response to OIG,™ the lender stated that it
"required” construction inspections by the architect, that it "relied" on the
owner and general contractor to ensure that the construction was
completed in accordance with applicable building codes, and that it
"believed" the final approval of the project, prior to occupancy, would
come from the Indian reservation building authority. After determining the
authority would not perform the inspections, the lender required that the
original architect be retained to conduct the inspections during the course
of construction. The lender "anticipated" the architect would issue the
certificate of substantial completion at the conclusion of the project.

In conclusion, we determined the lender, prior to and during construction,
was aware of the problems associated with obtaining the required
inspections and building certifications for the project. The failure of the
lender to act in a prudent manner to obtain the inspections is negligent

'3 Lender certifications to Rural Development were dated August 19, 1998 ($2.050 million loan) and December 15,
1998 ($650,000 loan) certifying all conditions of the loan agreements have been met.
' | ender's April 5, 2001, written response to OIG’s conditions noted at the exit conference.
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servicing. The lack of inspections put the project at risk and could place
the occupants of the building at risk.

Lender did not obfai t and perf bond ired
by loan documents

The lender did not obtain the required payment and performance bonds
from the contractors before construction began. This occurred because
the lender was unaware the construction loan agreement required the
bonds and believed that because the owner would function as the
owner/general contractor, no bonds would be necessary. As a result, the
lender had not fulfilled the conditions set forth in the loan note agreements
and placed unreasonable financial risk on the lender and Government
concerning the construction of the project.

The construction loan agreement,15 dated August 13, 1997, states:

If requested by lender, borrower shall have furnished a
performance and payment bond in the amount equal to 100
percent of the amount of the construction contract...naming
the General Contractor as principal and lender as an
additional obligee.
According to the lender’s “Standard Construction Loan Requirements,”16
the lender required the borrower to obtain 100 percent payment and
performance bonds from any contractor hired for the project. However, no
payment and performance bonds were evident.

The lender indicated in its written response to OIG that it waived the
requirement for payment and performance bonds since such bonds are
not issued to an owner/contractor and since no bonds are required when
the borrower acts as the general contractor. However, Rural
Development’s conditional commitment dated March 10, 1997, states:

No provisions stated herein shall be changed without the
prior written consent of the USDA, Rural Development.”

We were unable to find any written documentation from Rural
Development approving the waiver of the payment and performance bond
requirement.  Furthermore, the construction loan agreement clearly

'* Construction Loan Agreement signed by the lender and borrower at loan closing (8/13/97) includes provisions in
which the lender and borrower need to follow. Rural Development included these agreements within its conditional

commitment.

'® This agreement was referred to in the closing letter to the borrower dated August 13,, 1997. The lender required
complia_nce with the conditions set forth in the agreement.
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requires a 100-percent payment and performance bond and states that
the contractor must be bondable. The construction loan requirements
further state that:

In the event of owner-builder — bonds must be obtained from
Major Subcontractors showing owner as Obligee and
[lender] as Co-obligee.

We concluded the lender was not allowed, without prior approval from
Rural Development, to waive the requirements in the loan note
agreement. The lender was required to obtain the bonds from the
contractor or any subcontractors hired for the project.

I p { to the Lender Should Reflect Nealiqent Servici

We concluded because of negligent servicing by the lender, Rural
Development should consider rescinding the loan note guarantee totaling
$2,365,000. As shown in this report, the lender was negligent in that it did
not require the borrower to meet a total of seven conditions and covenants
of the loan note agreements and the Rural Development conditional
commitment. Specifically, the lender did not ensure that:

all proposed change orders would receive written lender approval,

a certificate of occupancy for the hotel was issued and all required
inspections occurred,

- an architect’s certificate of substantial completion was issued,

- 100 percent payment and performance bonds were received from
contractors and subcontractors,

- construction was completed according to approved plans and
specifications, with applicable architectural inspections and
certifications,

- the building was in compliance with all Federal, State, and local codes,
and

- the lender, the architect, and the borrower accepted all completed
improvements

The lender was either unaware these requirements existed or, because of
the lack of oversight prior to and during construction, was unable to obtain
the required certifications set forth in the loan agreements. As noted
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above, the lender is required to adhere to the covenants and provisions
set forth in the loan agreements, and is not able to waive any conditions of
the loan, without specific approval from Rural Development. We
determined no such approvals were given to the lender from Rural
Development.

Because of the lender’s negligent servicing, the hotel built with the $2.7
million guaranteed loans may be unsafe and have to be torn down.

RECOMMENDATION NO. 1

In consultation with the Office of the General Counsel, rescind the loan
note guarantee to the lender to eliminate any future loss claims by the
lender against Rural Development.

Agency Response

In its written response to the draft report, dated August 2, 2001, the
Arizona Rural Development concurred with the key recommendation to
rescind the loan note guarantee to eliminate any future loss claims by the
lender. RD stated that they will discuss with the National Servicing
Division the steps to be taken to begin this process

0IG Positi
To reach management decision for this recommendation we need a copy

of the correspondence notifying the lender that Rural Development is
rescinding the loan note guarantee.
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EXHIBIT A - SUMMARY OF MONETARY RESULTS

Finding No. Description Amount Category
Negligent servicing Unsupported Costs
1 by the lender $2,365,000 and Loans —
resulted in a Recovery
structurally flawed Recommended
building
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STRUCTURAL REPORT
NAVAJOLAND DAYS INN, ST. MICHAELS, ARIZONA
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September 14, 1998

Dine’ Bighan Development, Inc.
P.0O.Box 875 i -
St. Michasls, Arizona 86511

Refarence:  Navajolend Days Inn, St. Michaels, AZ
Kpff Project No. 96070

Desf_ of

The following report and appendices are a compilation of previowsly identified structural deficiencies at
Navajoland Days Inn thet must be ropaited to icaprove the structural integrity of the building as intended
by owr origizal structural design and drawings. These deficiencies bave been determined based upan the
followiag:

*  Contmot Strustural Drawiags by KPFF Couswltiug Eagincers, dated October 18, 1996,
« Qservations made during site visits op Decamber 9, 1997 and July 20, 1998.
«  Photograpbs taken by KPFF of received from the Conwactar during those site visits,

*  Floor and roof truss calculations and shop drawings receivad in Deccmber of 1997, the resubsmitral of
these caleulations snd shop drawings dated August 7, 1998, snd additional Soor truss caleulations znd
shop drawings datcd August 7, 1998,

*  Written correspondence that was sent o KPFF regarding this project.
.+ »  KPFF Structural Poer Review of_ _[Fogineering fixcs dated, February 19, 1998,

The statement and opinions devsloped by this report are based on sound eagineering knowledge and

judgment constrained hy the srape of werk and consistant with that leval of care and skill ordinarily

exercised by members of the profession curently practicing in the same locality under similar conditions,
" No other representation, oxpressed, or implied, aad no wasranty or guarantes is inclyded or intanded.
This roport is prepared for the yole use of Dino” Bighan Development, Inc. and is considered confidential
and proprietary dare, The report presents the evaluation and opinions of KFFP Consulting Engiseers
regarding the structural integrity of the building and is not intended for the use of others,

Visual observation of bath the exterior and interior of the structure was performed on elements of the
structure that were made accessiblo at the date and time of KPFF's site visits This repart does nat
address any non-structural portion of the building, » =~

Exhibit B — Page 3 of 10
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. STRUCTURAL DEFICIENCIES AT ROOF LEVEL - SHEET S2.3
L.

' Duntoth:mhainnofﬁcroﬁbtmslimdtnwmumrmm:ridzmgﬂd?ﬁ

'2,4,7,8,9,11, 12,13, and 14.

The roof truss blocking panels specified in Details 1/53.3 and 4/53.3 have not been installed along the

north and south exterior walls between grids I 10 3.7 and from grids 24.3 to rence Item (e) of
the KPFF Field Alert dated, Decstber 9, 1997; Item 10 of the KPEF | chiteer datexl,
January 12, 1998; and Item 10 of the KPFF Structural Peer Review ( gmeering fixes

dared, February 19, 1998; and Fhoto 16. .
None of the roof truss blocking panels that were installed appear 1o have boundary nailing of the roof

diephragm to the top chord of the pane! per Detaile 1/83,3 and 4/§3.3. Item (e) of the
KPFF Field Alert dared, December 9, 1997; ltem 10 of the KPFF itect dared,

January 12, 1998; Item 10 of the KPFF Structural Peer Review g fixes dated,
Febroary 19, 1998; Item 19 of the KPFF Field Alert dated, July 20, 7998 E0d Photo 24,

The field “fixes” for the fll span trusscs between grids 1 and 4 and between grids 24 to 27 have not
been completsd as specified by the truss manufacturer. Reference reconunended truss fixes by
Houston Truss, Farmington and Photo Numbers 16 & 26. The truss manufacturer bas nat subwgitted
complete calculations and detail notes for these fixes. These revised tuss details were nat submireed
to KPFF prior to August 10, 1993, '

The web braces bave not been piaced at any of the roof truss webs as specified by the truss

manufacturer. ez mof truss calculations submitted by Houswn Truss, Fermingtoa; Item 8 of
the KPFF _Rrchitect dated, January 12, 1998; item 8 of the B2FF Structural Poer
Review flxas dated, February 19, 1998; and Pheto Numbers 16, 26, and 28.

None of the roef beams aleng the outside sdge of the balcozy st the nerth and south side of the
project (RB2, RB3, RBS, RBE, and RB10) and the RBY roof beams at the east and west ends of the
building (grid 1 to 3 end grid 2§ to 27) wers instllod by the contrastor. There are approxiastely 40
beams that were not installed . Refercnce Item (J) of ths KPFF Field Alest dated, December 9, 1997;
Trem 12 of the KPFF letver itpct Juwwary 12, 1998; and Items Sb.M, 8,23, and 23
of the KPFF Structural Peer Review o ineering fixes dated, Febroary 19, 1998 and Photo
Numbers 1 through 14, 16, 18, 26, 27. ) .

cantilever approximately 9'-6" over the north and south balconies. Some of these truss

were revised and submitred 10 KPFF on August 10, 1998 (TOSRV, T11, and T13RV) but
approximately 50% of the cantilever truss drawings have not been submitted with ealculations. The
calculations submitted for this cantileversd condition do not reflect the extended ends of the trusses, |
do not have the correct suowload per *94 UBC for overhangs, and do not have the eorrect wind uplift
loads per the '94 UBC for overhangs, The cxisting uplift loads result in 2 maximum uplift reaction of
873 1b. The Contract Documents ere based on a design for only a 1’ sverhang and xpecify a single
Simpsop H2.5 connector — allowable uplift load = 415 Ib. Existing uplift connection is not adequate

for the loads specified. truss calculations submitted by Eionston Truss, Farmington; Ivem
12 of the KPFF letter dated, January 12, 1998; Item () & (j) of the KPFF Field
Alert dated, December 5, 3 Itam 5,b.3i, 12, and 23 of the Rocerencndations secdon of the KPFF
Structural Peer Review }.gmmh.ﬂmmmmy 19, 1998; and Photo Numbers 1,

The calculations for the rupf trusses between grids 3.7 to 6.7 and 21.3 o 24.3 do not reflect the
cantilevered end condition of the T12, T13, T15 and T17 trusses nor do they allow for the additional

KPFF Consulling Engincers - Scpiomber 14, 1998 ¢
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loads from the overframing above. The GEOS truss is designed 13 being continuously bearing along
the hottorn chard but the as-built condition ix three-point hearing with balcony ceiling Sraming _
spanaing from the ends of the T12, T13, T15, and T17 trusses 1o the GEOS “gable end™ truss resulting
in higher loads. Reference Item $.i2 of the KPFF Structural Peer Review o gincoring
fixes dated, February 19, 1998 and photos 2, 3, 4, 5, 13, and 14, These trusses must be analyzed to
cnsure thut they ars not overstrossed.

8. Tho V-Serics overframing wusses are not councuted o the truss framing below per Detall 6/53.3. The
2x8 “valley boards™ and Simpson A34 conpectors have ot been installed per plan. Reference the
plan note on Shoet $2.3, the redlined comments of the roof truss siop drawings stamped as “NON-
CONFORMING, REVISE AND RESUBMIT” dated, December 29, 1997; Item 22 of the KPFF Field
Alert dated, July 20, 1998; and Photo 25.

9. The qusses at the north-ssuth ruoning shesr walls have pot been designed as drag trusses with 350
PLF drag force loading per Detal] 3/83.3. tysses at these Jocations have not been connectod to
the shear walls below per Detail 3/83.3 ing's proposed corrections, and the
braces have not been installed per Note 10 on 3/873. co Item (¢) of the KPFF Fisld Alert
dated, December 9, 1997; Item 9 of the KPFF lmm J 12, 1998; Item
9ofﬁokmmdaﬁnnucﬁonofﬂ1em3n‘ummm; inginesring
comrections dated, February 19, 1998; redlined comments of the roof truss shep gs stamped as
“NON-CONFORMING, REVISE AND RESUBMIT™ dated, Decemuber 29, 1997; Item 23 of the
KPFF Field Alext dated, July 20, 1998; and Photo Numbers 22, 28, and 64,

10. The conuactor added a glulam beam at the roof level along grid 0.9 from grid 10 to grid 12, The T11
and T11A roof trucoes specified by the truss mufarturer are designed to be bearing ez the wall
approximerely 5°-4" north of grid E. No engineering, RFT's, or shop drawings were submirted to
KFFF for this change. This beam bears on “cohmmns® that bear on the vartical member of the FO1
and FO2 floor trusses below. The calculations submitted for these floor trusses do not reflect these
“culusn™ | o& Itezn (7) of ths KPFF Ficld Alect dated, December 9, 1957; Itsm 5 of the
KPFF lemra Rj:h.\m dated, January 12, 1998; Item SJ?.L S.i.iﬁiza and 2] of the

| on section of the KPFF Strucrural Pecr Review o ] gineering fixes dated,
February 19, 1998; Item 14 of the KPFF Ficld Alert dated, July 20, 15987 and Phow Numbers 53, 54,
and 56,

11. The prefab truss panel, bouadary nailing at the ridge, Simpson H2.5 uplift conaectors, and continuous
full width top plate have not been instalied along approximately grid C as specified by Notes 1, 4, 6,
and 10 on Detail 9/83.3 roferenced on Sheet 83,3, Re Iten () of the KPFF Field Alert dated,
December$, 1997; Item 10 cfﬂ:ek???leﬂ:wg itect dated, January 12, 1998; Ttem 10 of
the KPFF Field Alert dated, July 20, 1998; Item ¢ KPFF Field Alert dated, July 20, 1998; and .
Photo Numbers 17 and 23.

12. Neme of the gable end truswes have been braced per Detail 7/53.3 refetenced on Sheet §2.3.
Reference Itern 17 of the KPFF Pield Alert dated, July 20, 1998; and Photo Nurabers 5, 10 and 26,

13. The roof beams along grids B and D spanning from grids 2 to 3 and spanning from grids 2510 26
bave agt bocm instalied per the Contrast Documents. The Contract Dosuments specify that the T04

trusses be six-point bearing; the T04 trusses as supplied were designed as four-point bearing (grids A,
B, D, und E) and the cxisting trusses are two-palnt bearing. KIPFF provided $OC, Incorporated with

s recommended alternate modification along the grids B and D bearing poi ly. Referenca the
RFI response to SGG dated, July 20, 1998; Item B of the KPFF letter cated,
January 12, 1998; redlined comments of the roof truss shop drawings as “NON-

KPFF Consulting Engineers - Septecaber 14, 1995 3
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CONFORMING, REVISE AND RESUBMIT™ dated, Decemn! » 1997; Itcm 8 and 12 of the -
RmmmmﬁﬁmmofmnFFWPmnﬂiawi 1}@Mﬁuw
February 19, 1998; Itsm (j) of the KPFF Fiald Alert dated,

9!
Field Alert dated, July 30, 1998; and Photo Numbers §, 6, 10 and 11.

97; Item 20 of the KPFF

14. The exzerior walls from roof level to the 2™ flaor level have fusisesed loads due to the cantleversd
roof trusses. A structural analysis must be done of these walls, the shear transfer to the shear walls
below (see Item 11 of this repon), the shear transfer from the roof diaphragm to the exterior shear
walls, gl the existing roof-level headers, columns, and glulam beams with incroased load due to the
reconfigurstion of the roof trusses, and gi] existing roof trusses thar do not reflect the proper loading
condjtion or existing configuration, All the existing bear walls thet do not have the grade of
lumber specified must aisc be anslyzed. Reference ltems (b), (¢), (), & () of the KPFF Field Alert

dated, December 9, 1997; Items 1, 5, 6, 10, 12, and 13 of the KPFF lerter hitect dated,
Junuary 12, 1998, Items 1, 5, 6, 10, 12, 13, 15, 17, 21, and 23 of the KPFF Field dated, July 20,
1998. .

STRUCTURAL DEFICIENCIES AT SECOND FLOOR LEVEL - SHEKT S2.2

15. The FO1 and FO2 floor truss calculation do net reflect the calumn Joads from the glulam beam above
vwhere the contractor added a roof beam. The columns above and vertical mesbers of the floor
trussag below must be analyzed for structural stability of the sxisting Saming canfiguration.
Referznce Item (j) of the KPFF Field Alert dated, December 9, 1997; Item § of the KPFF lotter to

[hhjmhm' dated, Janary 12, 1988; Item $,b.ill, 8,312, 124, aad 31 of the Resemmendation
on of the KPFF Structural Peer Review fixes datod, February 15, 1998;
Itz 14 of the XPFF Field Alert dated, July 20, 1998; Photo Numbers 53, 54, and 56. Also
reference Item 10 of this report. These trusses shop drawings and calculations ware not submited to
KPEF prior to 8/10/98.

16. The FO6 floor girder truas bearing af jids 11.7 sud upproximessly 5°-4” nont of gridiine E does not
bear at a pane] point. This rrags bomom chord must be analyzed to ensure that it is not oversmessed,
The tuss caloulativus thut wers submined on August 10, 1998 specify Nods No. 1 of the FOS fioor
truss as bearing. This end of the truss is framed a5 3 cantilovered cod. There is no framing member
bsluw this puint to provide bearing for that point of the truss, “Ihis truss must be snalyzed as n
cantilevered end to ensure that the truss is not overstressed, Reference Item 19 of the
Recommendasion section of the KPFF Structural Peer Review of ing fixes dated,
February 19, 1998, aad Photos 51 & 52, This truss shop drawing and ons was naot submitted
to KPFF prier to August 10, 1998,

17. The FO2 floor trusses sssume a bearing point at grids B and D between grids 2 to 3 and grids 25 to 26. .

Tth}bm:mﬂmluuatlhmlmdmhw-mhmphudpnnmmdomm A
structural analysis must be done to determine the size of beam and columns requircd at these

co Item (j) of tha KPFF Fisld Alert dated, Decembar 9, 1997; Item § of the KPFF
letter ted, J 12, 1998; Itemn 5 of the Recommendation scction of the KPFF
Struen

Review o gineering fixes dated, Februery 19, 1998; Ircm 8 and 11 of the
KPFT Field Alert, dated July 20, ; Phoro Numbers 6 and 10, and the truss calculations submitted
by Houston Trusa, Farmimgten, :

18. Al the porimoter beams at the balcouy sdges bave been replaced with girder truisses provided by and
designed by Houston Truss, Farmington. The FH and FE girder trusses do not reflect the loads from
the ceater colun.a suppurting the GEOS gable end truss above. Reference the truss shop drawings
submitted by the truss manufacturer, Item 18 of the Recommendarion section of the KPFF Stroctural

KPFF Consulting Enginsars - Seplember 14, 1998 x
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Peer Review %;pming fixes dated, February 19, 1998; Ibm3c£'the KPFF Field Aler,
dated July 20, [998; and Photo Numbers 2, 3. 4, 14, 33, 34, and 36.

18. The truss manufasturer did not provide/submit hanger sizes for any of the truxs to trigs or truss to
girder truss connections as specified by the Wood Truss Couseil of America. Several of these
connections that wers observed on July 20, 1992 did not have gav hangers instalied. All of the TH
type hangers that were used at the FO6 floor girder truss are fastened to and wansferring vertical load
1o the web membera of the girder truss, This condition must be analyzed to cnsure thar the web
members are not overstressed. Reference Item 3 of the KPFF Field Alert, dared July 20, 1998; and
Photw Numbers 34, 35 and 36, The wuss manufaciurer shall provide hanger sizes for all tuss 10 truss
or truss to girder truss connections.

20, There are no shear transfer panels between the floor trusses at any of the bearing walls or shear walls
for lsteral stability and force tragsfer. A stractural analysis must be done o determine the type of
shear panels required to transfer shear from the sbear walls above and the floor diapheagm to the

shear walls below, ot Item (o) of the KPFF Fiold Alert dated, December 9, 1997; Item 10 of
the KPFF letter Jan 12, 1998; Ttem 10 of the Recommendation section
of the KPFF Structural Review oﬁv sering fixas dated, February 19, 1998; Item 1 of
the KPFF Field Alert, dated July 20, 1 photos 8, 15, 31, 34, 37,38, 39, 40, 41, and 42,

21,Astrncmmlmlysismustb:dauaafthuhu:mfo:ﬁunﬂmﬁmdhphnmbwcmm
below that are parallel to the existing floor . Ttemn (¢) of the KPFF Field Aler: dated,
December 9, 1997; Item 10 of the KPEF letter \rehitect dated, January 12, 1998; Irem 10 of
the Recommendation section of the KPFF Structural Rﬂicwof_ }nammgﬁludmd.
Fobruwy 19, 1998; and photo 37.

22. ‘rhccamrph.eedngluhmh:md&sﬁdc&myﬁzwiiﬂﬁmgﬁdﬂ.?w2ﬁwcw
the end of the FO2 and FO03 floor trusses. A structural analysis of these beame and “columns”™ must be

done to oosure that the beams and columas at these losations are not overctressed. wnoa Itam (f)
of the KPFF Field Alert dated, December 9, 1997; Item § of the KPFF letter tect dated,
an 12, 1998; Trem 5 of the Resommendation section of the KPFF 8 Review of
d _ fixes dated, Febroary 19, 1998; and Item 11 of the KPFF Ficld Alert, dated July
0, 19

23. The F11 floor Tusses thar e bearing along the 2x wall approximazly 8" south of grid A between
grids 13 to 14 and grids 8 to 10 are nox bearing at pans] points and appear 1o be overstressed, The
battom chord of thres trusses must be analyzed to ensure that they are not overstressod, Raferencs
Itsm 2 of the KPFF Ficld Alert, dated July 20, 1998; and Photo Numbers 7, 8, 12, and 15.

24, The bearing walls that are carrying the T19 roof trusses along grids 10 and 13 fram grid B to

approximately 9°-6" south of grid ‘A are bearing on the twp chord of the T13 roof trosses below and do

not have any uplift connectors. The T13 truss calculations do not reflect this load (1190 PLF per T19

truss cales) along the top chard, Part of the load from the bearing wall above appears to be bearing on

the cantilevered sed of the F10 flocr zuss balow. The truss calculation for this truss daes not reflect
this additional load. All of the trusses at these locations must be analyzed with the sppropriate loads
hwﬁmmdﬁom;mmhtnmwm Appropriats uplift connectars
maust be upward loads. Reference Item 8.0.52 and 3.4.4i 2 of the KPFF Structural
Tcer Rovisw eecing fixes dated, Pobruary 19, 1998; Item 2 of the KPFF Field Alert
dated, July 20, 1998; and Photo Numnbers 7, 8, and 33.

KPFF Consulting Engineets - Soptataber 14, 1998 2
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25. The B17 beams along grids10.3 and 12.8 are not bearing on the B21 besms per Detail 15/83.3 but
. instead are bearing on the stud wall spproximntaly 12° seuth of grid A. The “columns”™, headers, and
footings below this bearing must be analyzed to ensure that thg co , headers and footings below
are not overstressed. Reforence Item 13 of the KPFF | itect dazed, January 12,
1998; and Item 22 of the KPFF Structural Peer Review hgineering fixes dated, February
19, 1998,

26. The B2 beam at the edge of the stair landing st the north side of the lobby and the 3™ dixmeter stee)
pipe cohumn below has not been installed as specified on the Contract Documents. The F03 fioor
frusses in this urea have been designed to cantilever across the BS beam and work without the B2
beam. The 3" diameter stee! pipe column must be installed and the footing placed below per Contrnct
Documents to provide bearing for the stes| stair landing sbove. The B2 beam must be installed or the
BS beam, columns, and footings below must be analyzed to ensure that the revised floor fram
system is structurally sdequate, Refevence Itsm 5.b.ii of the KPFF Structural Peer Review o
Engineering fixes dated, February 19, 1998; Item 13 of the KPFF Fisld Alerr dated, July 20, TODS;
and Photo Numbers 53, 55, end 56.

27. The P10 and F13 foor trusses that are bearing along the glulam beam along grid C between grids 11
to 13 are approximately 3” toa short and do pot bear on the glulam beat but only on & double 254
ledger to des of the glulam beam. Reference Item 5.b.iv of the KPFF Structursl Peer
Review gineeritg fices dated, February 19, 1998; Item 12 of the KPFF Field Alest
dared, 0, 1953; and Photo Numbera 29, 30, 31, and 32. KPFF provided SGG Incorporated with
e recommended soalution/fix for this area. Refersnce the Detail and notes faxed 1o 5OC on July 30,
1998.

28. The floor wrusses in the lobby area ars bearing on the B3, B4, BS and B16 glulam beams. All of the
beams at the floor level must be analyzed ro enmure thet the beams or headers are not overstressed due
to rotation of the floor ing ar beams that huve been left out. Reference Item 5 of the KPFF
Structoral Peer Review jmynuingﬁm dated, February 19, 1998.

STRUCTURAL DEFICIENCIES AT FIRST FLOOR LEVEL -SHEET 82.1

29. All of the columus or built up columas ar the foumdation to the 2* floor and 2™ ficor to roof that bave
increased londing (including uplift) must be snalyzed to snsure that the colwnns are not overswressed.
All eclumns, post bases, and post caps shall be verified by the contmetor. Reference Item (k) and the

page 3 of the KPFP Pield Alert dated, Docomber 9, 1997; Item 6 and 13 of the KPFF letter to
itect dated, January 12, 1998; Items 6 and 13 of the KPFF Structural Posr Review of
il gi;wmﬁxudlud.?m 19, 1998 and Items 4, 10, and 15 of the KPFF Field Alert
, 1998, . i

30. All of the bearing walls with increased loading or with lumber grades that are not per Contract
Documents must be analyzed to ensure that the studs or plstes are not Item
(b) of tho KPFF Field Alert dated, December 9, 1997; Ivem | of the KPN%%
dated, Janvary 12, 1998; Item 1 of the KPFF Srruatursl Pecr Roviow _ caring fixos
datcd, February 19, 1998; Itemus 4, 5, and 6 of the KPFF Field Alsrt Ii , 1998,

31, At thetime of the site visit on July 20, 1998 the majarity of the Simpson MTT28B and PHAD42
haldowns were cither oot insmlled or were instalied improperty. The contractor shall verify the
installation of all Simpson MTT28B and PHAD42 holdowns and the ST6236 holdowns straps per
Contract Documents, Reference Itgmm (d), (m), and (1) of the KPFF Field Alert dated, Dsceamber 9,
1997; Itam 11 of the KPFF letter Jrchitece dated, January 12, 1998; ; Item 11 of the KPFF
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Structurn! Pecr Review of ginoering fixes dated, February 19, 1998; and ltams 8, 9, and 10
of the KPFF Field Alert y 20, 1998; and Photo Numbers 60, 61, 62, and 63.

32. During the December 9, 1997 site visit it was noted that none of the shear wallx appeared to have
anchor bolts fastening the bomam plate of the shear walls to the cone :cIl:m(c)uﬂho
KPFF Field Alert dated, Decamber 9, 1997; Itern 4 of the KPFF lenter
January 12, 1998; and Item 4 of the KPFF Stmcnml Peer Rwiow gm:rhg corrections
dated, February 19, 1998. Severs! of thesa shear walls piutes wmnhmrvud. uring the July 20, 1998
site visit and no shear wall boks were observed. These bolts shall be installed per Contract
Deocuments. Reference Itsm 7 of the KPEF Field Alert dated, July 20, 1998; and Photo 53,

33. The cxisting columns and foptings below the end of the roof besm. that was added by the conmractor
(refsrence Itsm 10 of this report) at grids D.9-10 and D.9-12 must be analyzed to ensure that the
columns, foorings, and soll below tke footings arc not overstressed. The exising footings must be

field verified. co [tam (o) of the KPFF Fisld Alerr dated, Decamber 9, 1997; Item 10 of the
KFFF letter dated, January 12, 1998; Item 18 of:he KPFF Field Alert dated, July
20, 1998; and umbers 53, 54, and 56,

34, The existing columns and footings et the beariag points of the F01 P02 and FO6 floor trosses must be
mﬂyzndmmﬁd&uwlmafoodnp.mdmﬂ below the footings are not overstressed,
mPMmeWHmMFMIm7MSuIM

Kl'l'-l-'lm dated, Jaouary 12, 1998; Item 7.5 of the KPFF Structura! Peer Roview
{ ﬁm etring fixes dated, February 19, 1998; hem 14 of the KPFF Field Alert dated , July
20, 1598; Photo Numbers 51 and 54,

35, The footing at grids C-2, C-3.3, C-24.7, and C-26 must be analyzed to ensure that the footings and the
soil below the footings are not overstressed due to increated loading from the rotated floor framing,
Item (j) of the KPFF Fiold Alert dated, December 9, 1997; Itexn 7 of the KPFF lettar o
tect dated, Touary 12, 1998; Items 7 of the Recommandation sectioa of the KPFF
Structural Peer Review of ginecring fixes dated, Fobruary 19, 1998; Item 11 of the KPFF
Field Alert, dated July 20, 1998; 354 Itern 22 of this roport.

36. Cmm:phmsof&cshbmwchin;pwmdmmmz”aramdmd lD-.mlvuqme
was not placed por the plan note on Sheet $2.1. Reference Photo Nutmbers 69 and 70,

37. All of the spread footings in ths lobby have increased losds dus to the rotation of the floor framing
and cantilevered ends of the roof trusses above. All of the existing spresd footings that bave
wdbﬂﬂmmmbmcmmmmhmwmmuhw

soll below the foctings are nor overstresssd. Reference Items 7 and 13 of the KPFF letterto
l dated, January 12, 1598; Items 7.2.4, 13, 1S, and 20 of the KPFF Strustural Peer
mu;ﬂxcsiﬂd.l’sbmymlm and Items 24 of the KPFF Field Alert
Audmmm:wfouﬁnylhﬂlbevmﬁdmmmm
odm:bun!ymhswbenphnd Reference Appendix D,the affidavir
i onstruction; Wm ~“Throughout the building, support footing for
suppart{ ware all deleted.”

38. Most of the column locatioas at the perimeter of the balcony have been moved or eliminated. These
“columng” and the foundxtions below must be analyzed 10 ensure that the existing
“colusns™/framing, footings, and the soil below the footings are not overstressed. During the July
20, 1598 site visit cne of thess “volumns®™ was epenod up to verify the existence of eolumn/post, pont
base, and holdowns specified in Datail 1/82.1, No post, post base, or holdowns were cbserved.
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Reforeucs Iicwa 10 of the KPFF Ficld Alert dated, July 20, 1998; itera (m) of the KPFF Field Alert
dated, December 5, 1997; and Item 20 of the KFFF Structural Peer Review o#’f ing
fixes dated, February 19, 1998. :

39. All of the bearing stud walls, shear walls, beams and “columns” on this project shall be analyzed with
the loading that reflects the existing framing at the floor and at the roof. The analysis shall be pez the
1994 Uniform Building Code and shall reflect the stress grades of the existing lumber gradey-on site,
None of the studs observed were of the stress prade specified hy the Contraet Documents. All of the
mmgmuuwmmmmmwmmmmﬁdmmumm
and the acil below the fontings are not overstressed. Rafersnce Jtam (b) & F Tield Alert

dated, December 9, 1997; Itzws 1,2, 3, 4, 13, and 15 of the XPFF lener itect dated,
anuary 12, 1998; Joems 1,2, 3, 6, 7, 13, 15, 17, 19, 21, and 24 of the Poer Review of
;‘ gineering fixes dated, February 19, 1998; and Ttems 4, S, 6, 8, 10, 14, and 15 of the KPFF
cld ATert datod, July 20, 1998. .

40. The wlift at the first floor trusverso shoar walls where there hs bee 8 ggctease in dead load dus to
. the rotated floor faming must be apalyzed to enstre that the holdowns specified {n the Contmct

Documents are soucturally Trem (1) of the KFFF Field Alert dated, December 9,
1997; tem 11 of the KPFF dated, Janusry 12, 1998; and Item 11 of the
KPFF Stuctural Pesr Review i fixes dated, Fetruary 19, 1998,

41. The shop drawings bave not been submitted for the ghuilam beams as specified by the General
Structural notes o Sheet S1.1, The coptractor shall submit the lnyout drawings and stress grades of
all the manufactured glolam beams thar wers installed on the project, Reference the General
Structural notsz on Sheet S1.1 sand Item (o) of the ofthe KPFF Field Alert dated, December 9, 1997,

42. The diaphragm nailing of the 34 plywood at the second floor freming must be analyzed tn check if
the pailing ia structurally adequate with the faming and plywood rotated ninety de Ref
Item (i) of the KPFF Field Alert dated, December 9, 1997 Ttem 14 of the KPEF lener
Architect dated, Jamuary 12, 1998; and Item 14 of the KPFF Structural Peer Review

Engineering fixes dated, February 19, 1998

43, The roof truss, ﬂc:»wm girder truss Lryout and calenlation must be resubmittad with comestions as
nated by the clouded comments an the shop drawings atmehed. See Appendix G of this submittal.

44. The contractor ahall verify that all ood the double top plites are najled together with 10— 16d nails at
the splice connectors per plan nots (1) on Shest 52.2 apd 52.3. Reference Tte () of the of the KPFR
dated, December 9, 1997 and [tem 2.C of the of the KPFF Strustural Peer Review of
) ing fxcs dated, Februacy 19, 1598, _

Ploasc call should you need any further information.

Sincerelv

S S R
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EXHIBIT C — AUDITEE RESPONSE TO DRAFT REPORT

Y UNITED STATES RURAL ARIZONA STATE OFFICE
Lo DEPARTMENT OF DEVELOPMENT 3003 N. Central Ave, Suite 900
AGRICULTURE Phoenix, AZ 85012-2906

(602) 280-8745
(602) 280-8705 TDD

(602) 280-8730 (FAX)

August 2, 2001

Subject: Audit Response to Draft Report No. 34601-4-SF
Rural Development-Lender Servicing of Business & Industry
Guaranteed Loans — State of Arizona, Lender B

To: Sam W. Currie
Regional Inspector General for Audit

Arizona Rural Development concurs with the Key Recommendation to rescind the loan note
guarantee to the lender, Community First National Bank, to eliminate any future loss claims by
the lender against Arizona Rural Development. Rural Development personnel will be in
Charlotte, NC for the annual Business & Industry Policy meeting during the week of August 6-
10, 2001 and will discuss with the National Office Servicing Division the steps to be taken to
begin this process. We will then follow up with OIG in writing during the week of August 13,
2001.

If you have any questions, contact Gary Mack at (602) 280-8717.

%&TH‘EMEE

Acting State Director

cc: Leonard Gradillas, B&CP Director
Gary Mack, B&CP Specialist
Gwen Halls, Management Control Officer

Rural Development is an Equal Opportunity Lender, Provider and Employer
C ints of Discrimination should be sent to:
USDA, Director, Office of Civil Rights, 326-W Whitten Bdlg., Washington, D.C. 20250-9410
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